KHPA Reduced Resour ce Package

Staff Recommendations

Reduced Resour ce All Funds State Funds
Professional Rate ($2,800,000) ($1,000,000)
Leveling
Streamlining Prior ($952,000) ($243,000)
Authorization in Medicaic
Mental Health Pharmacy ($2,000,000) ($800,000)
Management

Total ($5,752,000) ($2,043,000)
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Reduced Resour ce Package: Professional Rate Leveling

Description: Physician paymermrates increased in 2006 using proceeds from thgitabs
provider assessment are currently being reimbuat88% of the Medicare Non Facility
Physician Fee Schedule. This proposal would ltheskate for nearly all remaining professional
services at 83% of Medicare. This would be accahpt by reducing rates currently paying at
more than 83% of Medicare and by raising othersrategrently paying at less than 83% of
Medicare. Rates for basic primary care which atygpay above the 83% target will be held
harmless and not included in the rate leveling gsec

Background: Rates for professional services in Kansas Medikaie not been systematically
reviewed to standardize rate setting practice aidyp Historically, rates were determined on a
service by service basis based on inquiries frooniders or policy makers, to re-evaluate prior
reduction activities, or because of federal marsglate

Hospital and outpatient rates currently average 8fi%edicare. Professional rates increased in
2006 using funds from the hospital assessment anogire reimbursed at 83% of Medicare
(down from the original target of 87% due to sulsey increases in Medicare payments).
However, not all professional rates were affectgthiose increases: some that were below the
original 87% target were not raised, and all tkaeeded the 87% target were left alone. As a
result, professional rates now range from 10% @80f Medicare’s Physician Fee Schedule.
This proposal would level nearly all professioredd at 83% of the Medicare Non-Facility
Physician Fee Schedule -- the higher of the twerrditive Medicare schedules. Basic primary
care service rates would not be changed, leavingsbove the new 83% target.

The result would be a more equitable and ratiopalgment policy for professional services, a
uniform payment standard for services added t@tbgram in the future, and a more equitable
basis for new policy initiatives, such as the pagtrrelated components of a medical home.

Population Impacted: KHPA analyzed the populations impacted based amslaaid between
April and June 2008. Of the professional servidestified for rate leveling, 59% were
provided to people with disabilities, 20% were pdad to the General Assistance or MediKan
population, and 14% were provided to families. @ile89% of the services were provided to
adults.

Budget Impact: This proposal would result in a leveling of professl services at 83% of
Medicare rates for FY 2011.

PCA Code All Funds

n

GF Fee Fund

($2,800,000 ($1,000,000
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Considerations: State plan amendments may be required. Dependihgw many exceptions
and how the reductions are applied across serdgitggjories, the amount of system work will
vary.

Staff Recommendation: Include in KHPA's budget recommendations to tlev&nor.

Board Action:
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Reduced Resour ce Package: Streamlining Prior Authorization in Medicaid

Description: KHPA would implement an enhanced prior authorizatfBA) system to increase
the automation of and expansion of the decisiorsrulsed to evaluate requests for medical
services.

Background: The proposal would enhance and automate the exigiA system. Kansas

Medicaid currently operates a manual PA systemni@dical services and is building an
automated process for pharmacy. Manual PA reqaestsubmitted by mail or fax and simple
requests are reviewed by nurses. Pharmacistsveligrescription requests that fall outside of
established criteria. With nearly 6,000 PA regsiemtnually (~16/day), the review process
requires a large investment of staff time.

Automated PA programs intercept inappropriate caishiring the point of sale transaction,
while allowing claims that meet evidence-based glinés to be paid and filled. The criteria for
approving the PA requests can be programmed inemtronic system, increasing efficiency at
the pharmacy and in the Medicaid program. Appr@tety 80% of PA requests are approved
after evaluating the information submitted by pdmrs with established clinical criteria. The
pharmacists and other clinical personnel that newiew that information could spend their time
more productively managing other aspects of the ibéedl drug program. Additionally,
electronic clinical and financial editing would @' Medicaid to expand the number of claims
reviewed through the system without an undue adinative burden on providers or the state.
This added capacity would allow the state to expgaedhumber of drug classes on the preferred
drug list from the current 34 classes. Since imating an automated PA system, Missouri has
expanded from 12 to 100 drug classes.

To implement enhanced PA, KHPA would issue a regfogsproposals for a data system and
customer service support. The contractor wouldduce a system to interact with the Medicaid
Management Information System. The system woulengpatients’ medical and pharmacy
claims history in real time to determine the appiatpness of therapies based on established best
practices criteria. Physicians and pharmacistisrackive real time notification, generally within
seconds, of PA denials or requirements for addiamformation allowing them to select more
appropriate therapy at the point of care.

Population Impacted: This option would be implemented statewide and waifect the entire
Medicaid and HealthWave population.

Budget Impact: The proposal would save funds in FY 2011 by putti#d criteria in place
sooner. To estimate the impact of shortening thecgss for approving PA criteria, KHPA
identified several drugs and drug classes that heemn identified for PA and completed the
rules process. Based on the last three PA regokatiat have been implemented, putting them
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in place four months earlier would have saved aitiadal $82,000. These three drugs saved a
total of $328,000 during FY 2008, but took six mfento be implemented.

We also compared savings if the approval procedsiraplementation process in the payment
system was faster using an automated PA systenn.thEoproton pump inhibitor (PPI) drug
class, it took 33 months from approval of the ragah to implementation in the payment
system. Once the PA was implemented in Februa@g82frior authorization of PPIs saved
$70,000 each month. If the PA could have beenemphted in 12 months, the state could have
saved $1,470,000 more with the PA applied for 2itamhal months. This is as an example of
implementing PA criteria faster across additioraigdclasses.

The proposal would use savings generated from aattogiprior authorizations to pay for the
additional contract costs needed to acquire anre@thPA system. Based on preliminary
conversations with vendors, the cost of implementm system is between $500,000 and
$750,000, with similar annual operating costs.

PCA Code All Funds SGF Fee Fund
35000 (Medicaid ($1,552,000 ($543,000)
assistance savings
34200 (contract $600,000 $300,000
cost)
Total Impact ($952,000) ($243,000)

Considerations: Accelerating the procurement process to run dui©g2010 in tandem with
the legislative review of the budget allows KHPAachieve savings from enhanced PA in FY
2011 that will more than offset the cost of implenaion. In future years, there would be
additional cost savings from the expanded PDL amtteased supplemental drug rebates
associated with the expanded PDL.

The development of an enhanced PA system may tak® sine months to implement. The
request for proposal process alone would take akweonths and any contract would require
approval by the state information technology offecel the Centers for Medicare and Medicaid
Services (CMS). The system enhancement would requareful integration with the existing
MMIS and how claims are processed.

Staff Recommendation: Include in KHPA budget recommendations to the Gooer

Board Action:
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Reduced Resour ce Package: Initiate mental health pharmacy management

Description: This proposal would enable the use of standardnpagy management tools to
implement safety edits and create a preferred listi(PDL) for mental health drugs based on
the recommendations of an advisory committee. Waigld result in improved safety and cost-
effectiveness in the use of mental health drugs.

Background: State law currently prohibits management of memealth prescription drugs
dispensed under Medicaid. With this proposal, thahibition would be rescinded and KHPA
will use the newly created Mental Health PrescoiptDrug Advisory Committee (MHPDAC) to
recommend appropriate medically-indicated managéewfenental health drugs reimbursed
through the Medicaid program. These tools compndastry-standard management of mental
health prescription drugs, with the added protestiand transparency of the Advisory
Committee and Medicaid’s unique regulatory process.

Over the past several years mental health drugs been the highest drug expenditure by class
of medications and the most-prescribed drugs bymelin the Medicaid program. This has led
to expenditure growth in pharmacy services thaeess growth in other services. Expenditures
for mental health drugs increased from the previmasil year by more than $4.0 million in FY
2007. In addition to the increase in cost, sericancerns about safety have arisen, especially in
children. An analysis of KHPA claims data revedtieat in FY 2008, 576 children less than 18
years of age were prescribed 2 or more atypicgbsythotics simultaneously and 851 children
under age 18 were prescribed 5 or more psychotropitications within one 90 day period.
Many of these newer drugs have recently been agsdawith negative side effects. A large
scale meta-analysis of 150 scientific trials fotimak the newer generation of anti-psychotics
carried no clear advantage in effectiveness inrd@ment of schizophrenia, were associated
with significant new risks, and in comparison te tiider drugs did not improve on the pattern of
side effects observed in older drugs.

In order to use the expertise of mental healthigerg and consumers in Kansas to better
manage these prescription drugs, the KHPA hasledtali the Mental Health Prescription Drug
Advisory Committee. Currently the MHPDAC is revieny safety issues in the Medicaid
program and setting an agenda for increased eduadati providers. In FY 2011, KHPA would
take advantage of the expertise on this committdeegin to establish a PDL for mental health
drugs and craft prior authorization criteria forrsdrugs to ensure safe usk.able to
implement a PDL by July of 2010, the KHPA proposalld have an expected savings of $2.0
million, including $611,800 from the State Gendrahd in FY 2011.

Population Impacted: This proposal would positively affect persons usimgntal health drugs
as well as assist those professionals who admiristee drugs through the provision of
feedback which would improve both safety and cdigteveness.
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Budget Impact: The savings in FY 2011 is based on the assumptatrtihe MHPDAC would
select only antidepressants and stimulants fougich on a PDL in FY 2011.

PCA Code All Funds SGF Fee Fund

35000 ($2,000,000 ($800,000)

Considerations: No state plan amendments would be required. Thstimy state statute
prohibiting management of mental health drugs irdid&id would need to be repealed or
amended. Conforming changes in state regulationals® be necessary.

Staff Recommendation: Include in KHPA's budget recommendations to tlev&nor.

Board Action:
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Reduced Resour ce Package: Emergency Room Co-Payments

Description: This proposal would establish a $25 co-paymenndividuals who receive
services in the emergency room for medical treatraEa non-emergent condition.

Background: Emergency rooms (ER) are often accessed by indilsdor medical treatment

for issues that are not actual emergencies. Ddiadtes an average of 19 percent of ER care is
non-emergent. Many of the rural hospitals havé mgn-emergent ratios due to the lack of
alternative health care providers, especially f@mengs and weekends. Hospitals have
responded to this by opening or supporting climggroximity to some emergency rooms in an
effort to divert individuals from seeking care fawvn-emergent conditions somewhere other than
emergency rooms. The Deficit Reduction Act (DRARO05 amended the Social Security Act
to permit states more flexibility in imposing copagnts. Under DRA provisions, states can
impose copayments, even on usually exempt popuakatike children, when beneficiaries in
those population groups receive non-emergency@dt an ER. However, states are still
bound by the nominal copayment rules found in $actio16A of the Social Security Act.

These rules are tied to certain income level gindsland specify an aggregate total cost sharing
cap of 5% of the family income. For beneficianath incomes below 100% of the Federal
Poverty Level the copayment amount for each semigst be nominal. For higher incomes the
copayments can be 10% or 20% of the total cogieservices. Under the DRA states can
choose to allow providers to deny services if copanyts are not made.

Additional requirements should copayments be impaselude:

* An alternate non-emergency Medicaid provider who mavide the service must
actually be available and accessible

* The hospital must tell the patient, following arpegpriate medical screening
examination and befoqgroviding the non-emergency service, that a copgrwill be
imposed and may be collected before service pravisi

» The hospital must also provide information aboetahernate provider, including name
and location, and that the provider can providestr@ice without a copayment
requirement

* The provider must also provide a referral to camate scheduling with the alternate
provider

Data collected by the Kaiser Commission in Octdi#i6, indicated 19 states were requiring
copayments and most of those were charging $6ser le
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Population Impacted: There are limitations on who can be charged a goapat in emergency
rooms. Section 1916 of the Social Security Actedes the imposition of copayments on
certain groups. Examples are:

* Individuals under 18 years of age who are in fostéee or individuals to whom adoption
or foster care assistance is made available

* Pregnant women, if the services relate to the @megyor other conditions that might
complicate the pregnancy

* Any terminally ill individual receiving hospice car

* Persons residing in institutional settings

*  Women who are receiving medical assistance byeiofuthe application of breast or
cervical cancer provisions

Budget Impact: This proposal would entail assessing a $25 co-paytogrersons seeking non-
emergent care in hospital emergency rooms. Cdiookare for FY 2011.

PCA Code All Funds SGF Fee Fund

35000 ($93,000) ($33,015)

Calculations were based on a review of claims ttetremoved categories where copayments
would not apply and included estimated reducti@mgéck of alternate medical/treatment
settings and diversions in avoidance of the impasg@dyment.

Considerations: Policy would have to be developed that is consisigth Emergency Medical
Treatment and Active Labor Act (EMTALA), the Socécurity Act and the Consolidated
Omnibus Budget Reconciliation Act (COBRA) of 1986yisions.

Co-payments cannot be applied to some servicesagprkventive care and family planning
services and supplies. Conforming changes itvibeicaid state plan may be necessary. No
change in regulation is expected.

Staff Recommendation: Do not include in KHPA's budget recommendationghi® Governor.
Savings are nominal, the administrative burdengh,hand the impact on consumer behavior
and health is uncertain.

Board Action:

Kansas Health Policy Authority September 11, 2009
FY 2011 Budget Options



Reduced Resour ce Package: Increase HealthWave Premiums

Description: The monthly premium for HealthWave families woukdibhcreased by either $10
or $20 per family. The resulting premiums woulddeéween $30 per month and $50 per month
depending on the family size and income.

Background: HealthWave is a blended program for certain Chiltdrélealth Insurance
Program (CHIP — Title XXI) and Medicaid (Title XI>8ligible individuals. CHIP provides free
or low cost health insurance coverage to childmehen the age of nineteen, with family income
too high to qualify for Medicaid but less than 38€ycent of the federal poverty level (FPL), and
who are not covered by state employee health insarar other private health.

SCHIP coverage is to be expanded to 250% of FRlamuary 2010. Premiums for families
between 200% and 250% of FPL will be set at $587t per month.

Each year, Title XIX/Medicaid provides services/&g916 different children under the age of six
(39,941 through HealthConnect or HealthWave) arg{3119 who are children between the ages
of six and eighteen (55,652 through HealthConnettealthWave).

Each year, Title XXI/CHIP provides services to Z2hildren under the age of six and 38,251
children between the ages of six and eighteersealled by HealthWave managed care
organizations.

The maximum level at which premiums can be assas$s of the current FPL. For a family
of three with monthly income at 150% of the fedgraverty level, the maximum allowable
premium would be about $130 per month. Premiumslaaeed with the federal government in
the same proportion as the Federal match ratepzrippately 72% Federal and 28% State.
Current HealthWave premiums are set at $20 anc®Bénonth per family.

Population Impacted: Premiums only can be assessed on families witmiescabove 150% of
the FPL, so only a portion of CHIP HealthWave faasilwould be affected.

Budget Impact: This proposal would increase current premiums theei$10 or $20 per month
as a revenue enhancement for SFY2011. Calculaibmksinto account an expected number of
children who would drop from the rolls as a resillan increase in premiums. With an increase
in the monthly family premium of $10, expectati@re 1,029 children in premium-paying
families will either not enroll or not renew covgea With an increase of $20 per month,
expectations are 3,262 children will either notodlror not renew coverage.
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Increasg PCA Code | All Funds SGF

$10 36101] ($1,727,880) ($350,226)

$20 36101 ($5,477,498) ($1,419,941

Considerations: The premium amounts are described in the SCHIR ptah and would

require a plan amendment. Based on prior expegiesitt increasing the premiums, KHPA
knows that higher premiums will reduce the levepafticipation in SCHIP. Source documents
used to determine rates of reduction were Ingd8yWinter 2006/2007 “Effects of Premium
Increases on Enroliment in SCHIP: Findings for Bh&ates and CBPP study: 07/07/2005 “The
Effect of Increased Cost-Sharing in Medicaid.”

Staff Recommendation: Do not include in KHPA’s budget recommendationthi Governor.
The State is set to expand coverage in SCHIP tdrehi up to 250% of poverty, and just
received a five-year $40 million grant to improwgreach and modernize the enrollment
process. These two efforts will help to addreskap increase in the number of uninsured
Kansas children in 2008. Increasing premiums wadld to the number of uninsured children,
potentially undermining the gains to be made thiotlg expansion and newly-funded outreach
and enrollment effort.

Board Action:
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